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Generally accepted auditing standards were defined by
this committee in 1947, approved by the membership in
1948, and accorded further recognition in 1954 with the
publication of the booklet Generally Accepted Auditing

Standards, Their Significance and Scope. The second
standard of reporting set forth therein requires that the
independent auditor's report shall state whether in his
opinion the principles of accounting employed in the
financial statements have been consistently observed in
the current period in relation to the preceding period;
this reporting standard is sometimes referred to as the
"consistency standard."
The committee believes that the experience of the ensuing years in the interpretation and application of the
consistency standard of reporting makes it advisable to
review the objective of that standard and to provide
further guides to the independent auditor in the exercise
of his judgment in applying it.
Accordingly, the section of Generally Accepted Auditing Standards beginning on page 51 and ending at the top
of page 52 is hereby revised as set forth on the following
pages.
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OBSERVANCE OF CONSISTENCY IN THE
APPLICATION OF ACCOUNTING PRINCIPLES
Consistency Standard
1. The second standard of reporting requires that the independent
auditor's report shall state whether in his opinion the principles of accounting employed in the financial statements have been consistently
observed in the current period1 in relation to the preceding period. It
is implicit in the standard that such principles have been consistently
observed within each period.

Objective of the Consistency Standard
2. The objective of the consistency standard is:
(1) To give assurance that the comparability of financial statements
as between periods has not been materially affected by changes in
the accounting principles employed or in the method of their
application; or
(2) If comparability has been materially affected by such changes, to
require a statement of the nature of the changes and their effects
on the financial statements.

Accounting Principles and Their Application
3. The committee believes that the term "accounting principles" as
used in reporting standards should be construed to include not only
accounting principles and practices but also the methods of applying them.
For brevity, accounting principles and practices and the methods of applying them are at times referred to herein as "accounting principles."
1

The terms "current period" or "current year" used throughout this statement mean the
most recent period or year upon which the independent auditor is reporting. These
terms also contemplate periods of less than one year.
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Comparability of Financial Statements
4. Proper application of the consistency standard requires a clear
understanding of the relationship of consistency to comparability. The
consistency standard involves the consistent application of accounting
principles; lack of consistency produces lack of comparability. However,
lack of comparability may be caused by other factors unrelated to consistency and even unrelated to accounting.
5. In general, comparability of financial statements as between years
is affected by changes arising from:
(a) A change in accounting principles employed.
(b) Changed conditions which necessitate accounting changes but
which do not involve changes in the accounting principles employed.
(c) Changed conditions unrelated to accounting.
6. Only the first of these three classes involves the consistency standard and therefore only changes of this class having a material effect on
the financial statements require recognition in the independent auditor's
opinion as to consistency. Changes of the second and third classes having
a material effect on the financial statements will not ordinarily be commented upon in the independent auditor's report. However, fair presentation may require their disclosure in the notes to the financial statements. Distinguishing characteristics of the types of changes included in
each of these three classes are more fully described and commented upon
in the following paragraphs.
A.

Comparability of Financial Statements Affected by a
Change in Accounting Principles Employed

7. A characteristic of this type of change is that it involves a choice
by management from among two or more accounting principles. The
reason for the change need not be stated. Examples are a change from
the straight-line method to the declining-balance method of depreciation,
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and a change from the pay-as-you-go basis to the accrual basis of accounting (whether or not funded) for an existing pension commitment
or plan.
8. This type of change is intended to be covered by the consistency
standard and should be recognized in the independent auditor's opinion
(see "Reporting on Inconsistency," p. 48).

B. Comparability of Financial Statements Affected by Changed
Conditions Which Necessitate Accounting Changes But Which
Do Not Involve Changes in the Accounting Principles Employed

9. A characteristic of this type of change is that it is an accounting
change required by altered conditions (rather than by the consummation of a business transaction). It involves no choice by management since the accounting principles employed have not changed; hence,
although comparability may be affected, consistency is not involved.
Examples are a change in the estimated remaining useful life of plant
property arising from operating experience or obsolescence, and a changed
provision for pension plan accruals arising from revisions in actuarial
assumptions based upon experience of the plan.
10. A change of this type having a material effect on the financial
statements should be disclosed in a note to the financial statements. It
would not ordinarily be commented upon in the independent auditor's
report2 since it would not affect his opinion as to consistency. If commented upon in his report, it would be as a disclosure matter under the
third standard of reporting.
2

With respect to financial statements filed with the Securities and Exchange Commission,
Regulation S-X requires the independent auditor to disclose in his report, and express
his opinion of any material changes in accounting principles or practices or methods of
applying them which affect comparability, or any material retroactive adjustments of the
accounts, as described in the applicable rules. With respect to a type B change described above, these requirements may be met by the use of a middle paragraph which
describes the change and expresses the independent auditor's view thereon; when this is
done the change need not be referred to in the opinion paragraph since the consistency
standard is not involved.
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Comparability of Financial Statements Affected by
Changed Conditions Unrelated to Accounting

11. A characteristic of this type of change is that it results from some
specific happening or transaction which has an accounting effect, as do
most business transactions, but which does not involve a change in any
accounting principle employed. As a result, an accounting principle may
be employed for the first time; this is not a "change" in accounting principles and therefore does not require comment as to consistency in the independent auditor's opinion. Examples are the acquisition or disposition
of a subsidiary or plant, and the original adoption of a pension plan.
12. Only in unusual circumstances would this type of change be
commented upon in the independent auditor's report, although fair presentation may require disclosure in the notes to the financial statements;
if commented upon in the independent auditor's report it would be as a
disclosure matter and not as a consistency matter.
Reclassifications
13. Although reclassifications of items in the financial statements may
result in lack of comparability, they are usually not of sufficient importance to necessitate any disclosure. However, material changes in
classification should be indicated and explained in the financial statements or notes; if appropriately disclosed, such changes ordinarily need
not be referred to in the independent auditor's report.
Period to Which the Consistency Standard Relates
14. The consistency standard is aimed at comparability of the financial statements of the current year with those of the preceding year
(whether presented or not) and at comparability of all financial statements presented in comparative form. When the independent auditor's
opinion covers the statements of two or more years, there is generally no
need to disclose an inconsistency with a year prior to the years for which
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statements are being presented. Accordingly, the phrase "on a basis consistent with that of the preceding year" is ordinarily inapplicable whenever
the opinion covers two or more years. Instead, language similar to "consistently applied during the period" or "applied on a consistent basis"
should be used.
Reporting on Inconsistency
15. When a change has been made in the accounting principles employed during the year or years the independent auditor is reporting upon
(type A referred to under section "Comparability of Financial Statements," p. 45) and the change has a material effect upon financial position or results of operations, he should refer in his opinion paragraph to
a note to the financial statements which adequately describes the change
and its effect, or describe adequately in his report the nature of the change
and its effect. Where the change affects net income, the disclosure should
include the amount by which net income is affected after consideration
of related income taxes.
16. Ordinarily, the disclosure would give the amount by which the
current year's net income was affected as a result of the change; however,
there may be instances where the effect the change would have had on the
prior year's net income would be considered an appropriate disclosure.
17. Although the independent auditor's advice is frequently sought
and followed, management has the responsibility for the selection of the
appropriate accounting principles to be employed in its financial statements. The expression of the independent auditor's opinion of changes
affecting consistency will vary with the circumstances, as follows:
Change to an Alternative Generally Accepted Accounting Principle

18. When the client makes a change from the use of one generally
accepted accounting principle, practice or method of application to another which is generally accepted, the independent auditor need not indi-
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cate whether he approves or accepts the change. Although reference to
the change is required in the opinion, the absence of qualification regarding fair presentation in conformity with generally accepted accounting
principles is sufficient to indicate that the independent auditor considers
the newly adopted accounting principle to be generally accepted. However, if he wishes, the independent auditor may express his approval of the
change in his report.3 An illustration of expression of approval follows:
. . . in conformity with generally accepted accounting principles
applied on a basis consistent with that of the preceding year, except
for the change, (insert expression of approval), in pricing of inventories . . . as described in Note — to the financial statements.
(Note: Some expressions of approval are "which we approve," "in
which we concur," "to an accepted alternative method," and "to
which we do not object." The use of these expressions is optional.)

Change from a Principle or Practice Which Lacks General Acceptance
to a Generally Accepted Accounting Principle

19. Ordinarily, the independent auditor will want to express his approval of a change from a principle or practice which lacks general
acceptance to a generally accepted accounting principle. In these instances the illustrations in paragraphs 18, 25, 26, and 34 are considered
appropriate.

Change to a Principle or Practice Which Lacks General Acceptance

20. Where the effect of a change to a principle or practice which is
not generally accepted is material, the independent auditor should so
state in his report. Such statement requires either a qualification of the
independent auditor's opinion as to fair presentation in conformity with
generally accepted accounting principles or, if the change is sufficiently
3

See footnote 2, p. 46.
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material, an adverse opinion on the financial statements taken as a
whole. Illustrations follow:
Qualified opinion
(Opinion paragraph)
In our opinion, except for (brief description of the change and its
effect) as explained in Note —, a practice which we believe is at
variance with generally accepted accounting principles, the accompanying statements present fairly the financial position of X Company at October 31, 19—, and the results of its operations for the
year then ended, in conformity with generally accepted accounting
principles applied on a basis consistent with that of the preceding
year.
Adverse opinion
(Middle paragraph)
The company has heretofore followed the practice of (brief description of prior practice) and has now adopted the practice of
(brief description of new practice). As a result of this change, reported net income for the year ended October 31, 19—, and retained
earnings as of that date, are each $
greater than they otherwise
would have been.
(Opinion paragraph)
In view of the materiality of the effect of the above noted change to
a practice which we believe is at variance with generally accepted
accounting principles, we are of the opinion that the financial statements do not present fairly the financial position of X Company at
October 31, 19—, or the results of operations for the year then
ended, in conformity with generally accepted accounting principles.
(Note: Since the independent auditor completed his examination in
accordance with generally accepted auditing standards, and has an
opinion (adverse) on the statements, he should not disclaim an
opinion.)
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Changes Expected to Have a Material Future Effect
21. If a change is made in the accounting principles employed which
has no material effect on the financial statements in the current year, but
which is reasonably certain to have substantial effects in later years, it
should be appropriately disclosed in a note to the financial statements for
the year in which the change is adopted by the client. An example of
such a note follows:
It has been the consistent practice of the company to provide for
the depreciation of properties on a straight-line basis over their estimated useful lives. Commencing with the current year, the company is providing for depreciation on new additions to property on
the declining-balance method. This change has no material effect
on the current financial statements.
22. If such a change is appropriately disclosed in a note to the
financial statements as indicated above, it need not be mentioned in the
independent auditor's report. However, if such a change is not set forth
in a note to the financial statements, it should be disclosed by the independent auditor in his report.
Restated Amounts in Financial Statements of Prior Years
23. When a change has been made in the accounting principles employed and the accounts have been adjusted retroactively, it is desirable
to restate financial information which is presented for any prior year, or
years, affected. Such a restatement places all the periods being compared
on the same basis with respect to the use and application of accounting
principles.
24. In such cases, the independent auditor may report only on the
current year, or he may report on all the years which have been restated,
as well as on the current year. In either case, disclosure of the change
should be made in the financial statements or the notes with an indication
of its effect on the year or years restated in the comparative financial
statements.
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25. When he reports only on the current year, a change in that year
should be referred to in his opinion as described under section "Reporting
on Inconsistency," p. 48, or somewhat as follows:
. . . in conformity with generally accepted accounting principles
applied on a basis consistent with that of the preceding year after
giving retroactive effect to the inclusion, which we approve, of the
accounts of foreign subsidiaries as explained in Note — to the
financial statements.
(Note: The use of "which we approve" is optional.4)
26. When the independent auditor reports on all the years which have
been restated as well as on the current year, he may be giving a new
opinion with respect to the earlier years. Even though all years covered
by his report are on a consistent basis, and the changes made are adequately disclosed in the financial statements and notes, the committee
believes that his report should make reference to the restatement in the
year of change. If such reference is made in the opinion paragraph, it
may read somewhat as follows:
. . . applied on a consistent basis after giving retroactive effect to
the inclusion, which we approve, of the accounts of foreign subsidiaries as explained in Note — to the financial statements.
(Note: The use of "which we approve" is optional.5)
27. If the change took place in other than the current year and prior
years have been restated, no reference to the change is necessary in the
independent auditor's report. However, disclosure of the change should
be made in the financial statements or notes relating to any prior year
restated in comparative financial statements.
Financial Statements of Prior Years Not Restated
28. When financial statements are presented in comparative form
and prior years are not restated to give effect to a change in the
4

See footnote 2, p. 46.
5
Ibid.
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accounting principles employed, adequate disclosure requires a description of the nature and effect of the change.
29. When the change took place in the current year, it should be
disclosed in the independent auditor's report as explained under section
"Reporting on Inconsistency," p. 48.
30. When the change took place in other than the current year and
the independent auditor:
(a) Is reporting on all the years, he should refer in the opinion paragraph of his report to a note to the financial statements which
adequately describes the change and its effect, or make such
disclosure in his report;
(b) Is reporting only on the current year, no reference is necessary
in his report but disclosure of the change should be made in an
appropriate note to the financial statements.

The Independent Auditor's First Report
31. When the independent auditor reports on the first accounting period of a newly organized company, he need make no reference to consistency, since there exists no previous period with which to make a
comparison.
32. When the independent auditor makes his first examination of an
established company, he should adopt procedures that are practicable
and reasonable in the circumstances to assure himself that the accounting principles employed are consistent as between the current and the
preceding year. The committee believes that where adequate records
have been maintained by the client, it is practicable and reasonable to
extend auditing procedures sufficiently to give an opinion on consistency.
Limitations imposed by the client with respect to these procedures would
require appropriate qualification.
33. The committee recognizes that there may be situations where the
inadequacy of the financial records for the earlier years precludes the
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independent auditor from forming an opinion as to the consistent application of accounting principles and the reasonable accuracy of the account balances at the beginning of the current year. Where such amounts
could materially affect current operating results, the independent auditor
would be unable to express an opinion on the current year's statement of
income. When this is the case the independent auditor should state in his
report that the inadequate condition of the records prevents him from
expressing an opinion not only on consistency but also on the statement(s) of income and retained earnings for the current year. For example, the independent auditor's report might contain the following:
. . . and such other auditing procedures as we considered necessary
in the circumstances, except as indicated in the following paragraph.
Because of major inadequacies in the company's accounting records for the previous year, it was not practicable to extend our
auditing procedures sufficiently to enable us to express an opinion
on the statement(s) of income and retained earnings for the year
ended (current year) or on the consistency of application of accounting principles with the preceding year.
In our opinion, the accompanying balance sheet presents fairly the
financial position of the X Company as of (current year end) in
conformity with generally accepted accounting principles.
34. If accounting records for prior years were kept on a basis which
did not result in a fair presentation of financial position and results of
operations for those years, comparison of the statements upon which
the independent auditor is reporting with those of prior years would be
of little significance. Accordingly, the customary reference to consistency
in the independent auditor's report may be omitted and his report could
be presented as follows:
(Middle paragraph)
The company has kept its records and has prepared its financial
statements for previous years on the cash basis with no recognition
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having been accorded accounts receivable, accounts payable, or
accrued expenses. At the beginning of the current year the company,
with our approval, adopted the accrual basis of accounting, and
appropriate adjustments, where material, have been made to retained
earnings as of the beginning of the year.
(Opinion paragraph)
In our opinion, the accompanying balance sheet and statement(s)
of income and retained earnings present fairly the financial position
of the X Company as of October 31, 19—, and the results of its
operations for the year then ended, in conformity with generally
accepted accounting principles.

Pooling of Interests
35. When companies have been merged or combined in accordance
with the accounting concept known as a "pooling of interests," appropriate effect of the pooling should be given in the presentation of results
of operations and earnings per share of years prior to the year of pooling
as described in Accounting Research Bulletins Nos. 48 and 49. Comparative financial statements which do not give appropriate recognition
to the pooling are not presented on a consistent basis. The inconsistency
arises, in this case, not from a change in the application of an accounting
principle in the current year but from the lack of such application to
prior years.
36. Accordingly, in order to avoid a misleading inference which
might otherwise arise, the independent auditor should refrain from the
use of the expression "on a basis consistent with that of the preceding
year" whenever comparative statements are presented in which prior
years' operating statements of the constituents have not been appropriately combined or shown separately. In such instances he should disclose
in his report the lack of consistency and describe, or refer to a note to
the financial statements which describes (1) the nature of the pooling
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and (2) the effect of the pooling upon results of operations of all prior
years presented.
37. When single-year statements only are presented, a note to the
financial statements should adequately disclose the pooling transaction
and state the net incomes of the constituent companies for the preceding
year separately or on a combined basis. Omission of such a disclosure
would require appropriate comment in the independent auditor's report.
With either type of disclosure, the independent auditor may express the
usual opinion on consistency.

The statement entitled "Consistency" was adopted unanimously by the twenty-one members of the committee, of
whom one, Mr. Devore, assented with qualification.
Mr. Devore qualifies his assent because the statement takes the position
that changes in accounting principles which have no material effect on
the financial statements in the year of the change, but which are reasonably certain to have substantial effects in later years, should be disclosed
in notes to financial statements but need not be mentioned in the independent auditor's report. He believes changes of such importance should
also be mentioned in the independent auditor's report in the year of the
change as an exception to the consistency of application of accounting
principles.
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NOTES
Unless otherwise indicated, Statements on Auditing Procedure present
the considered opinion of the twenty-one members of the committee on
auditing procedure, reached on a formal vote after examination of the
subject matter by the committee and the technical services division. Except where formal adoption by the Council or the membership of the
Institute has been asked and secured, the authority of the statements
rests upon the general acceptability of the opinions so reached.
The committee on auditing procedure is the senior technical committee of the Institute designated to express opinions on auditing matters.
While it is recognized that general rules may be subject to exception,
the burden of justifying departures from the committee's recommendations must be assumed by those who adopt other practices.
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